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CAPE TOWN FOR EMBASSY 

E.O. 11652: N/A 
TAGS: ECON EMIN BC 

SUB J : AGREEMENT ANNOUNCED ON SALES AND FINANCIAL ARRANGEMENTS 
FOR SELEBI-PIKWE 

REF: (A) BONN 2122, (B) GABORONE 3100 

1 . SUMMARY: AFTER PROTRACTED NEGOTIATIONS, AN AGREEMENT HAS 
BEEN REACHED AMONG GOB, BAMANGWATO CONCESSIONS LIMIED (BCL), 

AND BCL'S PRINCIPAL SHAREHOLDERS (ANGLO-AMERICAN AND AMAX) 

TO RESTRUCTURE SALES AND CERTAIN FINANCIAL ARRANGEMENTS FOR 
SELEBI-PIKWE COOPER/NICKEL PLANT. SIGNATURE OF AGREEMENT 
MARCH 16 REDUCES DANGER FOR FORESEEABLE FUTURE THAT BOTSWANA'S 
LARGEST INDUSTRIAL PLANT MIGHT HAVE TO CLOSE. HOWEVER, AS 
LONG AS WORLD PRICES FOR COPPER AND NICKEL REMAIN DEPRESSED, 

FUTURE OF SELEBI-PIKWE OPERATION WILL BE CLOUDED. COPY OF 

AMAX SUMMARY FINANCIAL STATEMENT AND TERMS OF MARCH 16 AGREEMENT 

BEING POUCHED TO AF/S FOR MCCORMICK. END SUMMARY. 
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2. BCL OFFICIAL, NORMAN HARDIE, GAVE THE AMBASSADOR COPY 
OF COMPANY ANNOUNCEMENT WHICH INCLUDES DETAILS OF MARCH 16 
AGREEMENT AND SUMMARY OF BCL FINANCIAL STATEMENT FOR CALENDAR 
YEAR 1977. PRODUCTION OF COPPER/NICKEL MATTE WAS 30,772 METRIC 
TONS, A SLIGHT DECLINE FROM 32.506 M.T. PRODUCED IN 1976. 

NET LOSS ON CURRENT OPERATIONS FOR YEAR WAS PULA 31,643 
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AND BCL HAD ACCUMULATED DEFICIT OF PULA 102,497 AT CLOSE OF 
1977. ONE BRIGHT SPOT FOR 1977 WAS THAT PRODUCTION DURING LAST 
SIX MONTHS OF YEAR WAS RECORD 19,307 M.T. 

3. LOSSES WERE ATTRIBUTED PRIMARILY TO VERY SIGNIFICANT 
DECLINES IN WORLD PRICES FOR COPPER AND NICKEL. REPORT STATES 
THAT OUTLOOK FOR 1978 IS ' SOMBER" BECAUSE PRICES FOR 
SELEBI-PIKWE PRODUCTS ARE NOT EXPECTED TO RISE. ALTHOUGH 
WORLD PRODUCERS OF COPPER AND NICKEL HAVE CUT BACK. LARGE 
INVENTORIES CONTINUE TO DEPRESS PRICES OFFSETTING ANY GAINS 
THAT MIGHT BE MADE BY INCREASED PRODUCTION AT SELEBI-PIKWE. 
ACCORDING TO REPORT, BCL WILL NOT PAY ANY DIVIDENDS TO STOCK- 
HOLDERS IN 1978. 

4. AGAINST THIS BLEAK BACKGROUND, AGREEMENT REACHED MARCH 
16 CONTAINS FOLLOWING PROVISIONS: 

A. SALES - AMAX HAS AGREED TO BUY 100 PERCENT OF PRODUCTION 
FROM SELEBI-PIKWE INSTEAD OF TWO-THIRDS UNDER PREVIOUS 
AGREEMENT. BCL WILL NO LONGER PAY EXPENSIVE SALES COMMISSIONS 
TO METALLGESELLSCHAFT (MG) OF WEST GERMANY. 

B. FINANCING - A NUMBER OF MEASURES HAVE BEEN TAKEN TO SHORE 
UP BCL'S FINANCING AND IMPROVE ITS ACCESS TO NEEDED CAPITAL. 
SUMMARY OF AGREEMENT PROVIDED BY HARDIE DOES NOT MENTION LOAN 
BY CHASE MANHATTAN BANK WHICH. WE UNDERSTAND, WAS CRUCIAL 
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TO CONCLUSION OF AGREEMENT. 

C. ROYALTIES - UNDER NEW AGREEMENT, GOB WILL RECEIVE ROYALTY 
OF THREE PERCENT OF GROSS VALUE OF THE RECOVERABLE NICKEL, 
COPPER AND COBALT CONTAINED IN MATTE SOLD BY BCL, PAYABLE ON 
SEMI ANNUAL BASIS. GOB FORMERLY RECEIVED ROYALTY BASED ON 
PROFITS WITH MINIMUM OF PULA 750,000/YEAR. 

5. AMAX SEES FOLLOWING IMPORTANT ADVANTAGES IN MARCH 16 
AGREEMENT: 

A. SALES OF TOTAL PRODUCTION OF BCL'S MATTE HAS BEEN ASSURED 
AND RECEIPT OF SALES PROCEEDS ACCELERATED; 

B. LARGE SALES COMMISSIONS TO A THIRD PARTY HAVE BEEN 
ELIMINATED; 

C. BCL'S CURRENCY RISK AND THE COMPANY'S AND BCL'S INTEREST 
BURDENS HAVE BEEN REDUCED; 

D. A SIGNIFICANT AMOUNT OF BCL'S SUBORDINATED DEBT HAS BEEN 
CAPITALIZED AS PREFERENCE SHARES; 
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E. LIMITATIONS ON BCL'S ABILITY TO BORROW HAVE BEEN EASED; 

F. COMPLETION TESTS AND RESTRICTIONS ON PAYMENT OF DEBT AND 
DIVIDENTS IN VARIOUS LOAN AGREEMENTS HAVE BEEN MODIFIED IN 
FAVOR OF BCL AND THE COMPANY; AND 

G. DISPUTES WITH AMAX AND MG HAVE BEEN RESOLVED. 

5. ACCORDING TO AMAX ANNOUNCEMENT, THESE ADVANTAGES ARE 
PARTIALLY OFFSET BY SIGNIFICANT INCREASES IN ROYALTIES PAY 
ABLE TO GOB. 

6. COMMENT: WITH SIGNING OF MARCH 16 AGREEMENT, SF.LF.BT- 
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PIKWE APPEARS TO HAVE WEATHERED ITS LATEST CRISIS, AND BCL 
WILL HAVE THE CHANCE TO DEMONSTRATE THAT TECHNICAL PROBLEMS 
WHICH PLAGUED STARTUP OF SELEBI-PIKWE HAVE NOW BEEN 
OVERCOME. HOWEVER, EFFICIENCY IN TECHNICAL OPERATIONS STILL 
MAY NOT BE ENOUGH TO TURN SELEBI-PIKWE INTO PROFIT-MAKING 
OPERATION AS LONG AS WORLD PRICES FOR COPPER AND NICKEL REMAIN 
DEPRESSED. 

ALBERTI 
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